ECONOMIC 
TRENDS 


Prepared: American Embassy 
October 15, 1972 JIDDA 
Frequency: Semiannual 

Supersedes: ET 72-01 

Received in Washington: 


10/25/72 


SAUDI ARABIA 


TABLE OF CONTENTS 


bs 
KEY ECONOMIC INDIC#PORS 
— . 


SUMMARY Sd 


. 
aN 


a 


. S 
CURRENT ECONOMIC SITUATION AND TRENDS 


Imports Soar 

Oil Exports Increase at an Even Faster Rate 
Budget and Government Expenditures Up 
Consumer Spending Rising 

Bank Liquidity Remains High 

Eastern Province Boom Continues 


IMPLICATIONS FOR THE UNITED STATES 


Rapid Increase in U.S. Exports 
Soaring U.S. Oil Imports Raise Specter of Trade Deficit 
Specific Opportunities for U.S. Firms 


MIAME Fp re 
aur FE 


kg 
~ 
Oo~Ana ~ Oooinvi wm £ WN fe 
@ 


(TY fan 
Vy { UF oe A 


\/ 
; 


¥ ES 


For Sale by the Superintendent of Documents, GPO, Washington, D.C., 20402. Annual Subscription, $15. Foreign Mailing, $6 additional. 
Single copies, 10 cents, available only from Sales & Distribution Branch, U.S. Department of Commerce, Washington, -D.C., 20230. 





KEY ECONOMIC INDICATORS: SAUDI ARABIA 1972 


All values in million US $ Exchange rate as of Decem- 
unless otherwise stated, ber 1971: USS$1=4.145 Riyals 
A B C D 

ITEM AND DATE Of MOST RECENT DATA 1970 1971 1972 te Change 
INCOME AND PRODUCTION 
GNP at current prices 1/ 3,086 3,540* 4,445* 2/ + 26 
GNP at constant 1967 prices 1/ 2,854 3,123*  3,803* 2/ + 22 
Per capita GNP, current prices (8/72) 3/ 652 728* 893* + 23 
Oil Production (including former Neutral 

Zone) (million bbl9 (8/72) 1,386 1,741 2,176* + 25 
Cement Production (000 MT) 4/ 574.1 666.9 703.4 + 5 
Electricity Generated - 5 cities 

(million KWH) 4/ 598.6 663.5 762.9 + 15 


MONEY AND PRICES 


Money supply (currency in circulation 


plus demand deposits) (4/72) 5/ 508 644.2 706.1 + 10 
Loans and Advances - Commercial 

Banks (4/72) 5/ 350 371 408 + 10 
Deposits in Commercial Banks (4/72) 5/ 356 480 550.5 + 15 
Interest Rates of Commercial Banks (%)(10/72) 8.5-9.5 7.0-8.0 6.5-8.0 - 
Indices (1963 = 100) 6/ 

-Consumer Price 1/ $t2;7 113.8 121,5* + oF 

-Wholesale Price 1/ 114.2 118.0 119.0* + 1 
BALANCE OF PAYMENTS AND TRADE 
Gold, silver, foreign exchange and 

Investments of SAMA (4/72) 5/ 789 1,618 1,888 + 17 
Balance of Payments + 16 + 811 - - 
Investment income payments to rest of 

world (mainly from oil) 1/ 7/ 895 1,433 1,720 + 20 
Pilgrimage Earnings 102 114 - - 
Balance of Trade + 1,338 + 2,930 + 3,992 + 36 
Exports 7/ 2,180 3,839 5,216* + 36 

US Share 0.9% 3.0% 4.0% - 
Imports 842 909 1,224* + 35 

US Share 18.4% 19.8% 25 .0%* - 


*Preliminary estimates based on incomplete data. 

Main exports to US (1971): Petroleum products ($94.1 million) 

Main imports from US (1971) in $ millions: Cooling Machy, Pumps, Appliances & Parts 
($19.0); Vehicles & Parts ($18.4); Rice & Flour ($18.0); Power Gen. Machy & Parts 
($10.9); Const. & Mining Machy ($8.4); Aircraft & Parts ($7.5); Cigarettes ($7.1); 
Metal Manufacture ($5.2); Iron & Steel ($3.5); Medical prep. ($3.3); Electric Power 
Machy ($2.8); Telecom. Equip ($2.6); Lub. oils & greases ($2.5) 





KEY ECONOMIC INDICATORS: SAUDI ARABIA 1972 
(Continued) 


NOTE: All dollar figures where date shown is (12/71) are calculated at 4.145 Riyals 
to $. Prior (12/71) are calculated at 4.50 Riyals to $. 

1/ Based on Saudi hijra FY 1389/90 (9/12/69-9/1/70), FY 1390/91 (9/2/70-8/21/71), and 
FY 1391/92 (8/22/71-8/9/72). 

2/ 1972 GNP estimates calculated by projecting a 25% increase in oil production and a 
5% (constant 1967 prices) and 10% (current prices) growth in other sectors. 

3/ Population estimated at 4.4 million in 1967 with a 2.5% annual growth rate. 1972 
population is thus estimated at 4.98 million. 

4/ Cement production and electricity are shown by hijra year 1389 (3/19/69-3/8/70), 
1390 (3/9/70-2/26/71), and 1391 (2/27/71-2/16/71). 

5/ Figures for 1972 represent actual total as of 4/72. They do not represent end-of- 

oe year figures as is case for 1970 and 1971; however, as of 8/72 total reserves of 
Saudi government stood at approximately 2.3 billion. 


6/ These indices are especially inaccurate and should not be taken too seriously. 
7/ 1972 figure based on 25% estimated increase in oil production. 
Sources: Saudi Arabian Monetary Agency (SAMA); Central Department of Statistics. 








SAUDI ARABIA 


SUMMARY 


Saudi imports, spurred by large increases in government 
and Aramco expenditures, increased substantially in the 
first half of 1972. Exports continue to grow, however, 
at a faster rate. As a result, Saudi foreign exchange 
reserves should continue to increase at the present rate 
of $100 million per month. This year's budget increased 
by $583 million (22%) over last year's record budget. 
While actual expenditures did not equal budgeted levels 
last year, the increase in government spending was suffi- 
cient to boost imports to record high levels. Consumer 
spending also is increasing, according to major importers. 
Bank liquidity remains high, with new loan interest rates 
low and banks reluctant even to accept new deposits. The 
economy of the Eastern Province continues to boom due to 
the Aramco expansion program, new government development 
projects and Aramco-stimulated private sector expansion. 
Inflationary pressures are high in the Eastern Province, 
with shortages developing in severa} key sectors of the 
economy. 


U.S, exports in the first half of 1972 doubled over 1971 
to $152.7 million. Civil aircraft deliveries of $23.0 
million accounted for part of the $76.3 million sales in- 
crease, but greater price competitiveness resulting from 
the dollar revaluation, Aramco's expansion program and 

the general upturn in the Saudi economy have also con- 
tributed. At the same time, U.S. sales have declined in 
such traditional U.S. markets as automobiles and food. 
While our exports have been increasing, our imports of 
Saudi oil have increased even faster, raising for the 
first time in the history of its trade with Saudi Arabia 
the specter of a U.S. trade deficit. Specific oppor- 
tunities for U.S. sales exist in the following fields: 
oilfield drilling, construction, maintenance and service; 
project management, operation and maintenance; industrial. 
projects; telecommunications, radio and TV; hospital 
operations and maintenance, medical and hospital equip- 
ment; agricultural development and management of desert 
farming. Software programs, especially those involving 
effective training techniques are much in demand. To 
successfully obtain new business, as well as retain pre- 
vious customers, U.S. firms will have to visit Saudi Arabia 
more frequently, provide increased support to distributors 
and assign service and management personnel to Saudi Arabia. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Imports Soar: 


Spurred by large increases in government and Aramco ex- 
penditures, imports for the first half of 1972 reflected 
a sharp upturn from previous year's levels. Japan, after 
increasing its sales by 53 percent in 1971 over 1970 
levels, registered a 60% (to $78 million) in- 

crease in the first half of 1972 over 1971. The leading 
exporter to Saudi Arabia, the United States, increased 
its exports from a 1971 first half total of $76.4 million 
to $152.7 million in 1972 -- a 100% jump. The percentage 
increases during the same period for other leading ex- 
porters to Saudi Arabia reflect a similar upturn -- 
Germany - 32%; Italy - 27%; England - 17%. 


Oil Exports Increase at an Even Faster Rate: 


In spite of increased exports, the only major exporter to 
Saudi Arabia with a surplus in its favor is the United 
States. All others buy more Saudi oil than they export 
other commodities to the country. With oil industry 
sources reporting demand for Saudi oil is increasing 
faster than their ability to increase production (aver- 
age daily production in the first eight months of 1972 

is up 19 percent from 4.4 million barrels a day in 1971 
to 5.4 in 1972) and projecting a continuing inability 

of the economy to spend as fast as oil income increases, 
this trading gap will probably remain and, in some cases, 
widen during the remainder of 1972. As a result, Saudi 
foreign exchange reserves should continue to grow at the 
present rate of $100 million per month. 


Budget and Government Expenditures Up: 


Following a billion dollar budget increase last year over 
the previous year's, this year the budget increased by 
$583 million to a $3.2 billion total, a 22 percent in- 
crease. Actual expenditures have not yet reached budget 
levels, however. In a very short period of time, Saudi 
Arabia has gone from a set of circumstances in which the 
government, by necessity, placed rigid controls on spend- 
ing, to the present situation where the only real limit 
on expenditure is the ability of the various ministries 
to switch from restricted to virtually unlimited spending. 








Since actual budget expenditure levels are not published, 
it is impossible to state with any certainty how much of 
last year's budget was spent. Most observers estimate 
that actual spending was somewhere between fifty and 
seventy percent. At the same time, however, government 
expenditures are definitely up from previous year's 
levels, as evidenced by the sharply increased import 
level. (One of the characteristics of the Saudi economy 
is that government spending is directly translated into 
imports -- previous year's ratios have been one dollar 
of government spending equals seventy cents in imports.) 


Consumer Spending Rising: 


Although breakdowns of imports are not yet available, 
Western province importers of such consumer items as 
automobiles and electrical household goods are enjoying 
booming sales. Bankers report that merchants have placed 
record orders for the Ramadan and Hajj} (pilgrim) seasons 
this year. Most observers predict that consumer incomes, 
and spending, will continue to increase as more and more 
government spending finds its way into the hands of con- 
sumers. 


Bank Liquidity Remains High: 


At the end of April deposits in banks stood at over $550 
million, while loans and advances totaled only $408 million. 
This has brought about a situation where interest rates 

for new loans are at the lowest levels in recent history. 
Most banks accept new deposits only from old customers 

and then at low interest rates, in limited amounts and 
reluctantly. 


Eastern Province Boom Continues: 


The boom which was begun by a rapid, large-scale Aramco 
expansion program continues in the Eastern Province, 
according to a report received from the Consulate General 
in Dhahran. Additional fuel has been added to an already 
overheated economy by new government development projects 
and Aramco-stimulated private sector expansion. As a re- 
sult, inflationary pressures are creating rapidly rising 
living costs, labor shortages and, for some merchants, 
windfall profits. Particular shortages have developed in 
building materials, consumer durable products and electri- 
city. Food prices are also up, partially because of the 
current border closure between Syria and Jordan, which 
has increased the cost of foodstuff normally imported 
from Syria and Lebanon, and also due to sharply increased 
demand. 





IMPLICATIONS FOR THE UNITED STATES 


Rapid Increase in U.S. Exports: 


Bouyed by a $23.0 million aircraft sale to Saudi Arabian 
Airlines, U.S. exports during the first half of 1972 
doubled over the same period in 1971. Even if this one- 
time sale is subtracted from the $152.7 million total 
first half sales, U.S. exports would show a healthy 70 
percent increase over 1971's first half total of $76.4 
million. 


A number of factors probably account for this trend. The 
revaluation of the dollar in relation to other major 
trading nations' currency has definitely helped U.S. 
sales in this price conscious market. Also, Aramco's 
expansion program has tended to favor U.S. products. 

In addition we have benefited from the general upturn 

in the economy, which has, for example, brought greatly 
increased sales of construction equipment, an area in 
which U.S. manufacturers have been traditionally strong. 
One local distributor for a major U.S. construction equip- 
ment producer predicts an 800 percent increase in sales 
for 1972 over the previous year. 


At the same time, U.S. companies are losing some of their 
traditional markets in Saudi Arabia. This is particularly 
true in the automobile market, where aggressive European 
and Japanese competitors have out-marketed U.S. producers 
by emphasizing strong dealer support, service and price. 
U.S. food sales are also slipping, largely due to stiff 
price competition from the subsidized exports of our com- 
petitors. 


Soaring U.S. Oil Imports Raise Specter of Trade Deficit: 


U.S. oil imports from Saudi Arabia, which totaled $13.5 
million in 1970, increased 500 percent to $76.8 million 
in 1971 and, in the first half of 1972, more than trippled 
to $79.2 million compared to $23.1 million in the first 
six months of 1971. With U.S. dependence on foreign oil 
increasing and with Saudi Arabia fast becoming a leading 
supplier of our requirements, it is only a matter of time 
before the U.S., for the first time in the history of its 
trade with Saudi Arabia, slips into a net deficit. The 
aggressive selling on the part of U.S. exporters which 
might possibly prevent this from occurring has yet to de- 
velop. 








Specific Opportunities for U.S. Firms: 


Aramco is vigorously implementing a dual policy of giving 
as much of its business as possible to Saudi firms and, 

at the same time, contracting out many service, construction 
and maintenance functions it previously handled itself. As 
a result, a number of U.S. firms in the oilfield drilling, 
construction, maintenance and service business have either 
already formed joint ventures with Saudi firms or are ser- 
iously investigating the possibility. There are oppor- 
tunities for a number of additional U.S. companies to join 
with Saudi firms to take advantage of Aramco's huge expan- 
sion program. 


With Saudi Arabia's trained manpower shortage becoming in- 
creasingly a major inhibiting factor in the pace of eco- 
nomic development, significant opportunities exist for 

U.S. management firms to help fill the gap by running com- 
plex projects while training Saudis under contract to take 
over. A number of U.S. firms are already active in this 
field, and, as ambitious projects in such areas as tele- 
communications and defense are completed, additional oppor- 
tunities will arise. 


An increasing trend toward industrialization will mean 
opportunities for both investment and equipment sales. 

A number of Saudi businessmen are actively investigating 
possible investments in small manufacturing plants. At 
the same time the government intends to pursue a number 
of industrial projects, including a flour mill and grain 
storage facility, steel plant, a petrochemical project 
and aluminum production. 


In addition to several large telecommunications projects 
already underway or tendered, Saudi Arabia has ambitious 
plans for a vastly improved communications network. Funds 
are available for two ground satellite stations and plans 

are being formulated for an undersea cable link between 
Jidda and Port Sudan, new microwave communications facilities 
and, in the field of radio and TV, several new broadcasting 
facilities and a possible switch to color TV. 


With a number of new civilian and military medical faci- 
lities being planned, opportunities exist for significant 
equipment sales. In addition it is possible that oppor- 
tunities for hospital operation and maintenance will de- 
velop for U.S. firms able to provide good services at a 
competitive cost. 





How U.S. firms fare in taking advantage of these and the 
other opportunities which arise from Saudi Arabia's 
development needs and increasing affluence will depend 
on a number of factors. It bears repeating that U.S. 
companies will need to pay increasing attention to the 
Saudi Arabian market, visiting more frequently, pro- 
viding vigorous management and service support to dis- 
tributors and, in many cases, assigning service and 
management personnel here to match the efforts of our 
competitors. 





Even if your company 
is already exporting, 
some of these facts may surprise you. 


7 surprising facts about exporting 


1: Small businesses are big in export. 3 out of 5 United States exporters have 


fewer than 100 employees. 


2: Exports keep 3 million Americans working. Every $15,000 of exports 


equals 1 job. 


3: Taxes can now be deferred on 50% of export profits. 
4: United States exports are a $43 billion-a-year business, and growing 11% 


each year. 


5: Export sales of durable goods increased 17% during 1970 while domestic 


sales of the same goods declined 3%. 


6: 96% of all American firms sell only in the United States. 
7: Booth space at a Commerce Department Trade Center can cost as 


little as $400. 


A major California wine producer has demonstrated 
that it’s possible to market American wines in France. Sur- 
prised? Read on. 

You're probably aware of the effect of the new cur- 
rency realignments on selling overseas. Your goods are now 
priced more competitively in world markets. 

But are you aware that you need pay no tax on one- 
half of your export profits? Recent tax legislation permits 
companies engaged in export trade to set up a Domestic 
International Sales Corporation (DISC) and thereby defer 
Taxes on 50% of their export income. 


Exports— growth market of the year. 

Export sales help smooth our domestic cycles. Last 
year exporters discovered that many of their off-shore 
markets were recession-proof. During 1970,domestic sales 
of durable goods shrank. But export sales of those same 
goods increased by 17%. Exports proved to be the growth 





market of the year. And they continue to grow at an average 
of 11% a year—about one-third faster than the growth of 
all U.S. industry. 
You don’t have to be big to be 
profitable in exporting. 

If your firm has less than 100 employees, you should 
know that the majority of other exporters are about your 
size. More than three out of five, as a matter of fact. A 
manufacturing firm in Minnesota, with only 26 employees, 
is a case in point. Five years ago, they weren't even in ex- 
port. Now it's 25% of their business. And the extra volume 
helps them get longer production runs with lower unit 
costs. Often, the added volume is without added capital 


investment. 
A helping hand for U.S. exporters. 
Take advantage of all the services available to you 
from the U.S. Department of Commerce. The Department 








and its 42 Field Offices can help you pinpoint the likeliest 
markets, by providing you with the research, marketing 
data and trade statistics you need. They can also help you 
expand into new markets. Like the Mississippi pump 
manufacturer who was selling successfully in Europe. After 
Commerce specialists came up with a report on marketing 
in Japan, he developed even bigger sales there than in 
Europe. He’s not alone. Of the firms using Commerce 
services, 60% have increased export sales. 
Expanding your distribution. 

The Commerce Department has ready access to 
135,000 overseas distributors and manufacturers’ agents 
who want to represent American firms. You can choose a 
distributor from existing lists, or, for a nominal fee, the 
Department will find a special agent to handle your specific 
products. 

In addition, as 1,800 American businessmen have 
done in the past five years, you can join a Trade Mission 
and travel overseas with the Mission to make commercial 
contacts.. If you prefer to go it alone, the Department will 
arrange on-the-spot help from any of the 468 commercial 
and economic officers attached to our 152 Embassies and 


Consulates. 
Showing your wares. 

Another example of the services available to you is 
our operation of nine permanent overseas Trade Centers 
in Europe, Asia, Australia and Latin America. At Trade 
Centers, American manufacturers show their goods to au- 
diences representing up to 80% of the purchasing power 
in these markets. Last year, Trade Centers produced $209,- 
000,000 in sales for U.S. firms. 

Or, you can participate in International Trade Fairs. 
The cost can be as low as $850 for space. The rewards can 
be high—$127,000,000 in immediate sales for these U.S. 
exhibitors last year. 

The Commerce Department provides booth design 
and construction at Trade Centers and Fairs, as well as 
advance promotion personal calls on promising cus- 
tomers to ensure their attendance. 

Exports mean diversification for your company. 

96% of all American firms sell only in this country. 
Ridiculous! For most, the cost of constantly changing prod- 
uct lines, with all the attendant start-up and marketing 
expenses, is —— s than learning to export existing 
products. Exporting adds years to many a product line. 


Take the case of a Texas manufacturer of car and truck air 


conditioners. The domestic market was levelling off as 
more cars and trucks were sold with air conditioning as 
original equipment. The Texas firm “diversified” by ex- 
porting its existing products to Japanese car manufacturers 
—with great success. 

About financing, insurance and taxes. 

The United States Government helps finance Ameti- 
ca’s exports. The Export-Import Bank of the United 
States (Eximbank) offers direct loans for large projects and 
equipment sales which require long term financing. It also 
cooperates with commercial banks in providing credit to 
overseas buyers of U.S. exports. Exim provides guarantees 
to commercial banks who in turn finance export sales. And 
now, by creating a Domestic International Sales Corpora- 
tion (DISC), you can defer Federal income taxes on one- 
half of your export profits, so long as those profits are used 
to increase further exports. 

The time is now. 

If you're already exporting, it’s time you broadened 
your overseas markets. If you're not in exporting, it’s time 
you got started. 

There's no great mystery —and a lot less red tape than 
you think. The Department of Commerce will show you 
how to get started. Exports mean profits. Find out for your- 
self. Send the coupon below. 

Or, better yet, write directly to: 

Director, Bureau of International Commerce, U.S. Depart- 
ment of Commerce, Washington, D.C. 20230. 
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